
COMMONWEALTH OF KENTUCKY 

BEFORE THE PUBLIC SERVICE COMMISSION 

In the Matter of: 

THE APPLICATION OF POTTER WATER SERVICE ) 
FOR AN ADJUSTMENT OF RATES PURSUANT 1 
TO THE ALTERNATIVE RATE FILINQ ) CASE NO. 95-272 
PROCEDURE FOR SMALL UTILITIES ) 

ORDER 

On June 21, 1995, Potter Water Service (IIPottor Water") filed 

its application for Commission approval of proposod water rates. 

Commission Staff, having performed a limited financial review of 

Potter Water's operations, has prepared the attached Staff Report 

containing Staff's findings and recommendations regarding the 

proposed rates. All parties should review the report carefully and 

provide any written comments or requests for  a hearing or informal 

conference no later than 15 days from tho date of this Order. 

IT IS THEREFORE ORDERED that all parties shall have no more 

than 15 days from the date of this Order to provide written 

comments regarding the attached Staff Report or requests for a 

hearing or informal conference. If no request for a hearing or 

informal conference is received, this c a m  will be submitted to the 

Commission for a decision. 

Done at Frankfort, Kentucky, this 25th dny of Auguet, 1995. 

ATTEST: 

\fl'L 
Exekutive Director 

PUBLIC SERVICE COMMISSION 
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GL,, .Ld& .. 
For the Commission 



COMMONWEALTH OF KENTUCKY 

BEFORE THE PUBLIC SERVICE COMMISSION 

In the Matter of: 

THE APPLICATION OF POTTER WATER SERVICE 
FOR A FATE ADJUSTMENT PURSUANT TO THE ) 
ALTERNATIVE RATE FILINQ PROCEDURE FOR ) CASE NO. 9 5 - a 7 a  
SMALL UTILITIES ) 

Properad Byi Carl Salyar Combo 
Public Utility Financial 
Analyst, Senior 
Water end Sewar Ravanua 
Requirements Branch 
Financial Analyaio Divieion 

Prepared Byi John Gsoghsgan 
Public Utility Rate 
Analyet, Chief 
Communicationo, Water and 
Sewer Rate Deeign Branch 
Ratea and Raeenrch Divimion 



lL 
On June 21, 1995, Potter Water Service ("Potter Water") filed 

an application with the Commission seeking to increase its water 

rates purouant to the Alternative Rate Filing Procedure for Small 

Utilities. 

annually in additional revenues, an increase of 13.1 percent over 

normalized test-year revenues of $28,513. 

The proposed rates would generate approximately $3,732 

In order to evaluate the requested increase, the Commission 

Staff OIStaff") chose to perform a limited financial review of 

Potter Water's operations for the test period, calendar year 1994. 

Since Potter Water requested and received Staff assistance in 

preparing this application, the field review was done prior to the 

filing of the application. Carl Salyer Combs conducted the review 

on May 22-23, 1995, at the home of Roy C. Potter, the owner of 

Potter Water. Mr. Combs is responsible for this Staff Report 

except for the sections on operating revenues and rate design which 

were prepared by John Geoghegan of the Commission's Division of 

RateQ and Research. 

During the course of the review, Potter Water was informed 

that all proposed adjustments to test-year expenses must be 

supported by some form of documentation, such as an invoice, or 
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that all ouch adjustmento must bo known nnd monaurabh. Based upon 

the findings of thio report, Staff rocommondu that Potter Water be 

authorized to increase ito annunl oporating rovenuoo by $3,661 over 

normalized revenues of $28,513. 

l&QR!2 

The scope of tha roviaw wns limitod to obtnining information 

to determine whether reported toot-period operating revenues and 

expenees were representative of normnl oporntions. Insignificant 

or immaterial discrepancies were not purouod and aro not nddressed 

herein. 

L vsis of Qoorat;ina Rev- - 
Staff performed a billing nnalyolo for Potter which indicated 

its test period revenue from rnteo wan $28,513 requiring an 

adjustment of $839 over Pottar’o reported teat year revenue from 

rates of $27,674. 

QQ.!=- 

Potter Water reported tcot-period oporating expenses of 

$29,249 which it proposed to increase by $3,781. Staff’s 

recommendations on Potter Wator’o propooed adjustmento are 

discussed in the following oectiono: - 
Potter Water reported no test-year management fee, but 

proposed an annual fee of $2,400, The Commioeion‘~ normal practice 

in cases involving small water utilities i~ to allow an annual 

management fee of $2,400 and Staff is of the opinion that ouch an 
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amount is appropriate in this instance. Thorefore, Staff 

recommends inclusion of an annual management fee of $ 2 , 4 0 0  for 

rate-making purposes. - 
Potter Water reported taat-year legal and accounting expense 

of $1,075, engineering services expense of $ 2 , 9 4 0 ,  water analysio 

expense of $1,001, and an annual expense of $1,200 for a certified 

oporntor. Staff recommends that all of these expenses be 

reclassified into Account No. 630 - Contractual Services. 
With regard to legal and accounting expense of $1,075, Potter 

Water paid $500 in legal fees related to Case No. 9 4 - 4 3 4 '  during 

the test year. The Commission's normal practice is to amortize 

such fees over a three-year period. Staff recommends that the $ 5 0 0  

in legal fees be excluded from contractual services expense. This 

expense will be discussed further in a section on amortization 

expense. The remaining $575, composed entirely of accounting fees, 

ha6 been included in contractual services expense for rate-making 

purposes. 

With regard to engineering services expense of $ 2 , 9 4 8 ,  Potter 

Water etated that the fees were paid for work related to a slow 

sand filtration system required by the Environmental Protection 

Agency. According to Potter Water, this expense is of a non- 

recurring nature and Staff recommends that it be excluded from this 

account for rate-making purposes. This expense will be discussed 

L The Joint Application of Potter Water Service and Mountain 
Water District for the Transfer of Residential Water Service, Order 
Dated May 31, 1995 
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t u y k l r a r  111 a tiec>tlon oil amortization expense. 

Patter Water propamd to increase reported teat -year water 

analyuio expeiiae or $ 1 , 0 0 1  by $1,301 due to more atringent 

n?quiiw?ients b y  I:he KenCucky Natural Reflourcea and Environmental 

Proteutioir Cebinet;. far water testing. Staff 'a review of the 

aupporkiirg doc\iinanto determined that the increaae to the taut -year 

anwunt ~heuld be $ 1 , 3 9 0  I Bob Arnett of the Commiaaion'o 

Engineering Diviaien reviawed the documentation provided by Potter 

Wakei' and l a  of the opinion that the propoaed adjustment ia 

reamnabln.  Tharefore, Staff recommendo that annual water 

ei ialyaia expeiiae of $2,391 be included for rate-making purpooos. 

Altogether, S t a f f  recoinmenda that annual contractual services 

axpanse of $4,IGti' be included for rate-making purposes. 

Potter Water reported teat-year miscellaneous expenae of 

$ 9 , 8 9 G  I he iiieiitioned provioualy in the aection on contractual 
ocrvican axpoiifla, SknEfi recommendo reclassification to the 

contractual ~lervicntl account of the fallowing: legal and 

accounting expenae of $ 1 , 0 7 ! i l  engineering services expense of 

$ 2 , 3 4 0 1  water atralyflln nxpenae of $ 1 , 0 0 1 1  and an annual fee of 

$1,200 for B certified operator. These expensea total $ 6 , 2 4 4  and 

StaZ€ racommeiide i n c l u a i o n  of annual miscellaneous expense of 

$ 3 , 6 7 2  for  rate-iiiakinq purpases, 

Y Accounting Expense 
Water Anelyela 
CartiPiad Operator 
Total Expenfle 

$i 575 
2 , 3 9 1  
1.200 
udu 
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PoLter M t e r  reported t e n t  -year depreciation oxpanse of 

$ 5 , J ' 7 a S  Or t . h t  amount., $a,035 wnu related to depreciation on non- 

utility property. : I t a f t  recommenda t h a t  depreciation expense 

related to the n o n - u t i l i t y  property be excluded and that annual 

depreciation trxpenme of $3,337 be included for  rate-making 

yurponaer s 

Potter Water reportad no teat-year amortization expense. An 

nmnt inned praviouoly i n  t h e  nnction on contractual oervices, legal 

oxpanoa of $ 5 0 0  W R Q  lncurrnd during the test year for sarvices 

ralatod to another c n m ,  Sinca the Commission' s normnl practice is 

to amortiin iditch an oxponm over a threo-year period, Staff 

rccommande that trontmmt i n  thia instance and has included annual 

amortization expenon of $167, related to logal services, fo r  rate- 

making purpoeetr , 

As inantionad praviously i n  tho oection on contractual 

uorvicea, Potter W R ~ R I '  nloo incurred engineering flervices expanse 

of $2,948 durlnq the t a n t  year. The Commiesion normally allowo 

amortization of iiuch an nxponae over a five-year period. S t a f f  io 

01 tho opinion that nuch treatment is appropriate i n  this inntance 

and trau includvd annual nmortization expenae of 8590, rolated to 

ongincaring oarvicaa, Cor rata-making purposes. 

Altogathar, Btaff racommende that annual amortization axpenoe 

of $757 bo included fo r  rate-making purposes. 



Rnoed on the rocommendations of Staff contained in this 

report, Potter Water’s operating statement would appear as follows: 

OPERATINQ REVENUES 

OPERATINQ EXPENSES: 
Salaries and Wages 
Management Fee 
Chemicals 
Materials k Supplies 
Contractual Services 
Tranaportation 
Innurance 
Miscellaneouo 
Depreciation 
Amortization 
Taxes Other Than Inc. 
Total Operating Exp. 

NET INCOME 

Test Period 

$ 27,674 

S 7 , 6 8 8  
-0- 
157 

2,091 
-0- 
921 

2,309 

5,372 
-0- 

9,896 

815 - 

Recommended - 
S 839 

S -0- 
2,400 

-0- 
-0- 

4,166 
-0- 
-0- 

( 6.224) 
( 2,035) 

7 5 7  - -  
so 

?t?etY0?lr 
ldb%!zi 
$ 28,513 

$ 7,688 
2,400 
l57 

2,091 
4,166 

9 2 l  
2,309 
3,672 
3,337 
757 

L 
The approach frequently used by the Commission to determine 

revflnuo requiremento for small, privately-owned utilities is the 

calculation of an operating ratio.’ 

Thio approach is used primarily when there is no basis for a 

rate-of-return determination or due to the fact that the cost of 

the utility plant has been recovered fully, or largely, through the 

receipt of contributions, either in the form of grants or donated 

property. As Potter Water fits this description, Staff recommends 

u5e of an operating ratio for determining revenue requirements. 

The ratio generally used by the Commission in order to provide for 
~ 

I Operating ratio - operating expense/operating revenue 
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equity growth is 88 porcent. In this instanco, Use of an 88 

percont operating ratio applied to the adjusted test-year operating 

expense results in a total revenue requirement of $32,174 and an 

increase of $3,661' in annual revenues. 

L l W i u m L h  
Potter's current rates conoist of R two-step rata dosign for 

residential customers with a minimum bill for the first 2 , 0 0 0  

gallons and a rate for each 1,000 gallons over 2,000. It also hae 

J. Small Bottling rate for ita only commercial cuotomar, Mother 

Nature Mountain Spring Water ("Mother Natura"), and a rate for 

Large Bottling which Mother Nature or any other water bottling 

customer can use by entering into a 12-month contract with Pottar 

as established in Case No. 9 2 - 5 4 0  by Order dated June 18, 1993. 

Staff agrees with Potter's current rate design and recommends 

that any additional revenue needed be added to the existing rata 

structure. The rates set out in Appendix A will generate $ 3 2 , 2 4 5  

in annual revenue from rates, an adequate amount to cover Pottor'n 

annual expenses. 

~ ~ ~~ 

4 Adjusted Operating EXpenSe/OpErating Ratio .9 2 8 , 3 1 3 / . 8 8  
Revenue Requirement $ 32,174 

Amount of Increase Required 
Less: Normalized Teat-Year Revenue 0 
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c3n(,.ln 
Salver combs 

Pubiic Utiiity Financial 
Analyst, Senior 
Wator and Sewer Revenue 
Requirements Branch 
Financial Analysis Division 

Communications. Water and ~~ 

sewer Rate Design Branch 
Rates and Research Division 
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APPENDIX A 
ROY POTTER WATER SERVICE 

The following rates are recommended for customers of the Roy 

Potter Water Service. 

-.L 

First 2,000 gallons 
Over 2,000 gallons - 
First 60,000 gallons 
Over 60,000 gallons - 
First 225,000 gallons 
Over 225,000 gallono 

$ 20.48 minimum bill 
2.40 per 1,000 gallons 

$ 779.00 minimum bill 
13.55 per 1,000 gallons 

$2,413.24 minimum bill 
10.16 per 1,000 gallons 
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